Throughout history the new technologies and discoveries revolutionized the way we live. The discovery, the oil, has been critical for society, becoming the world's most profitable and essential industry transforming itself from domestic to international business. The aim of this paper, above all is to analyze the role of oil and its price volatility in world economy. The ongoing changes and transformations in world oil industry tend to have a great effect not only on the oilimporting countries but also on oil-exporting nations. The demand or supply-triggered oil price volatility differ in its effects to world economic activity. Although it may have different effect for the oil importing nations in comparison to oil exporting nations, still inflationary pressure may be a common feature. A number of points relevant to the study are put forward highlighting pros and cons of issues discussed. The paper also elaborates the environmental concerns, deriving from the increase of oil consumption and the necessity (globally) to increase efforts in finding a decent,(environmentally friendly) replacement for oil.
, Oil & Gas Journal, Volume 109, Issue 49, December 5, 2011, pp. 28-29 From the latest estimates, Venezuela tops the table of world oil reserves with estimates going beyond 297 billion barrels (an increase of 29% in comparison to the year before). 1 Saudi Arabia is second with estimates of around 265 billion barrels followed by Canada with 173 billion barrels, Iran with 154 billion barrels, Iraq with 141 billion barrels and the top-ten table of world oil reserves ends with Nigeria that possesses over 37 billion barrels of oil reserves (see the table above). Since oil is considered today the world's most profitable industry, having rich oil reserves tends to be advantageous both politically and economically for the governments that possess them. Nations' oil wealth may result in improvement in relations in Based on current production scale, today's estimated oil reserves will be sufficient for around 20 years. 7 However, if one considers the rapid growth of emerging economies such as China and India, then demand for oil may likely increase further. In such a scenario the global oil reserves may be finished earlier than the calculated amount of around two decades, but if rate and amount of significant discoveries of oil wells (that are occurring every year) resumes for many years to come, then, the picture may look more optimistic. 
The effects of high and volatile oil prices
High and volatile oil prices have micro and macroeconomic impact on all states, however, the oil importing nations and developing nations are the most severely affected due to the increased costs of energy, food articles and transport. Nations with a great share of oil in their primary energy supply are particularly at risk to high and more volatile prices. Even in the developed world the effects of high and volatile prices are apparent but the level of damage in their respective economies may differ. This is confirmed also by a study of three Japanese economists, Fukunaga, Hirakata and Sudo (in their research titled "Effects of Oil Price Changes on Industry-Level Production and Prices") comparing Japan and the USA who came to the conclusion that the scale and persistence of the global oil shocks effects varies significantly from one country to another. 8 The global oil price and market are, however, influenced by a range of structural shocks. Due to unexpected disruption of oil supply, for technical reasons, or due to political instability in the oil production nation, the oil demanding countries may experience sudden oil supply shock that may have severe affect on their economies. Rising demand for more oil (e.g. by the new emerging economies) may also trigger oil demand shocks that impacts the oil price too. This means that there is little oil production in the market while the demand is high, inevitably, in such a scenario the price of product increases. In addition, there are also oil-specific demand shocks deriving from precautionary demand coming up from uncertainty about the future oil supply.
The microeconomics and macroeconomics effects
When one analyzes the reflection of oil prices in economy,it is essential to focus at both levels: micro and macro. Once the oil prices go up, very often, so does the cost of electricity production, food articles and transport, that undoubtedly have extensive effects on the country's economy. In such a situation, there is little citizens can do without government intervention. Yet still, in some cases when oil price shocks are too large in scale, even strong governments often have no formula to counter the damage incurred, There is a famous saying that when the US economy sneezes or coughs, the world gets pneumonia. Therefore, the reflection of recession is very often contagious especially when global top economies are affected. At the microeconomics level, citizens experience reduction in salaries due to higher inflation and a substantial proportion of house income is oriented towards meeting the increased fuel costs. In addition, investment insecurity as an outcome, deriving from the high risk of getting involved in new projects and related development, has great effects on short-term strategic decisions and national economic growth. Elaborating the high oil price effects on the economy, the World Bank study remarks that: Micro and Macroeconomics are closely linked and they affect each other. When citizens possess less money to spend, due to high oil prices effects, the macro-level consumption is severely affected, which in turn may weaken businesses' prospects. In addition, we all witness that salaries don't increase to counterbalance rising oil prices. Indeed, as oil prices have risen since the 1990s, wage growth is not symmetrical. Therefore, if wages do not increase, and prices of goods and services do, then citizens sense the decrease in living standard. This disparity leads to discomfort, and as a result, many consumers opt for long-term cut in spending. 
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In addition, due to deteriorating state of the regulatory framework, the governments are often forced to intervene by offering nonmarket mechanisms, such as energy subsidies, in order to counterbalance the severe effects of high oil prices. 11 During 2008 high oil crisis, many governments of severely affected countries were forced to offer associated benefits on household welfare the cost of which reached about 1 % of their total GDP. 12 High and volatile oil prices have also an enormous effect on macroeconomics dimension. At the macroeconomics level country's trade balance, inflation, unemployment and fiscal deficit is negatively affected. The crucial direct effects at the macroeconomics scale are a worsening trade balance, due to higher import costs, and a worsening fiscal balance caused by increased government transfers and subsidies to protect energy market and overall economic stability.
Therefore, the high oil prices poses a problem for the world economy as the oil price variation very often has the domino effect on nearly all products and services. Volatile oil prices cause risks and instability in the macroeconomic climate, affecting crucial segments such fiscal balance, government spending, inflation, unemployment and economic growth. As mentioned earlier, when oil price rises, slowly the cost of other products and services increases too. This derives from the fact that oil is used in many ways to grow and transport food, thus, the cost of food raises too. In addition the price of transport for goods in all categories rises as well, as oil is used in practically all manners of transports. Also, the price of other products relevant for infrastructure, for instance asphalt and chemical products (that are made from oil) increases too. 13 What happens next is pretty obvious. Once the oil prices go up, it is hard to imagine that they may go down easily, except in recession. So far no cheaper substitute for oil has been found and, moreover, the price for oil extraction is now increasing gradually. As world oil production costs are 
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increasing and expecting to increase further in years to come 14 , it is rather naive to think that oil price decrease may be somewhere in the horizon.
Business decline and unemployment increase
As mentioned above, oil price rise often leads to recessions. This happens because, during financial uncertainty, consumers opt for a cut back, avoiding especially non-essential spending, in order to have enough money for basics, such as food and petrol for travelling. Such cut-backs in spending lead to unemployment in those sectors of the economy that consumers opted for cut back (e.g. going on holidays and restaurants). Indeed, when oil prices are high, people understandably have less financial resources to consider a vacation travel, thus the demand for airline tickets drops, prompting airline management to consider closing down certain destinations. Consequently very likely the reduction of the number of airline staff may ensue. The potential rise in unemployment in such business sectors as airline, hotels and catering industry will further aggravate the spending capacity, which, in turn deepening further crises in other sectors too.
Businesses in general, however, experience drop in profitability. Some companies in certain sectors may have no option but to shut down their business while others may opt for lay off workers in order to survive. While the effect of high oil prices stays, this makes it harder for businesses to recover and find new formulas for continued existence. Many companies that close rarely re-open again, other may consider moving to other countries that offer lower operating costs. As a result, employment levels decrease, until a potential recovery starts and above all, the business map and competitive climate is likely to encounter serious transformation.
High oil prices vis-à-vis employment effect in rich oil nations
While analyzing the unemployment segment, an important question that may be raised is: do high oil prices, in oil production states, effect positively their employment sector and the economy as a whole? Logically, high oil prices have tendency to lead to more employment in the oil sector, which in turn has the capacity to increase oil production and potential revenues. Consequently, those employees may have more purchasing power, but is the increase in oil production and respective rise in employment a cure for the economy?
First, the number of people employed in oil production sector is too little to affect the economy. In the rich oil exporting countries, the rise in oil prices that increases revenues does not necessarily recycle to other citizens well. Oil production effects on employment are marginal too. In Saudi Arabia the percentage of people employed in oil sector is only around 1.1% of the total employment. 15 In Kuwait the number of people employed in oil industry is extremely low, because nearly all Kuwaitis work for the state, mainly in education sector. 16 In the USA, the famous economist Paul Krugman argues that: Second, the high oil prices means also high food prices, therefore the citizens of oil exporting nations may have to pay much higher prices for food products. The World Bank Report notes that countries in the Middle East and North Africa that rely heavily on food imports and higher international food prices put significant pressure on governments and citizens budget to handle crises. 18 Many believe that widespread poverty in certain oil rich countries (Libya, Egypt and Syria) is considered to be the main cause of Arab spring. Therefore, as the high food prices are strongly related to higher oil prices, the citizens of many oil production countries (e.g. Iran, Iraq, Libya, Nigeria etc) due to unfair share of oil revenues for benefit of the nation as a whole, experience pain and suffering. 
Government actions
Governments are responsible to stabilize the economy by coordinating Macroeconomic policy instruments. During volatile oil prices governments may intervene by structuring unemployment benefits, invent creative programs encouraging citizens to spend, offering stimulus payments, and finally by lowering interest rates, as measures to battle economic depression.
Furthermore, the governments may also be forced to intervene in order to bail out banks affected by crises. Consequently tax collection rate, due to lower employment, is usually affected severely. The financial commitments to replace physical infrastructure is another problem for the governments. In fact, often high oil prices tend to be among the main reasons why governments (especially large oil importing nations, but also others) face severe financial problems. When the financial turmoil reaches a recession point, then, the intervention of the regional or international financial institution assistance is a necessity.
World oil flow-Transformations in worlds supply structure
Due to economic transformations in the emerging economies, oil suppliers are moving to growth area such as China, India and Malaysia. During the last five years the oil demand quantity has been shifted from the West to the East. While oil demand in Europe has grown annually by 2.2 %, in North America by 0.9%, in Asia has increased by 4.7% annually, and as a result of such increase Asia now makes up about 32% of total oil demand, followed by North America (the USA and Canada) with 26% and Europe by 16%. 19 According to recent estimates the United States alone consume about 22 % of the total oil used in the world while the Chinese make up about only 11%. However, by 2030 analysts forecast that the China will overtake the USA as top oil consumer. 20 Energy demand worldwide is also likely to grow about 35% by the year 2035, with estimates that China and India playing the major part in that global demand energy increase. 21 _____________________________ Iliria International Review -2014/1 © Felix-Verlag, Holzkirchen, Germany and Iliria College, Pristina, Kosovo
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Since oil industry is so important, that plays a fundamental role in driving the economy and moreover it is utilized for a number of products, besides serving as the global primary fuel source, demand for it, therefore, gradually grows. When the demand for oil increases matches the highest limit of production capacities, then the price shock volatility is inevitable. Paul Krugman notes that "Oil prices are up because of rising demand from China and other emerging economies…" 22 There is a tendency that nations in the middle stages of their transition have the highest oil demand, and as a result they spend a higher portion of their income on oil than nations at the beginning or end of transition. The most populated countries, China and India that make up about one-third of total world labor force are case in point. The rationale behind is that oil demand grows as structural transformation progresses. 23 As the agriculture is the backbone of Chinese and Indian economy, this sector's oil demand increases as structural transformation progresses.
Furthermore as Radoslaw Stefanski in his (Oxford University based) research paper titled Structural Transformation and the Oil Price explains

When agriculture dominates the economy in the early stages of structural transformation, the rising oil intensity of the agricultural sector drives rising aggregate oil intensity. When non-agricultural sectors begin to dominate the economy at later stages of structural transformation, the falling intensity in industry and services drives falling aggregate oil intensity. 24
Besides China, India, Malaysia, also big producing countries such as Saudi Arabia and other Middle East countries have increased oil consumption. Saudi Arabia with about 2.8 million b/d is already world' sixth-largest consumer, in other words it is consuming more than a quarter of its oil daily output. 25 The six Middle East OPEC members increased oil consumption by 56 % during the last decade. 26 As a result of the increasing 22 
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oil consumption Saudi Arabia began to think about alternative energy sources and in 2011 it built its first solar power station. 27 As the countries continue to grow the need for energy, naturally, increases. The oil reserves are consumed at over 75 million barrels per day 28 (or over 27.6 billion barrels annually) and this oil consumption rate has great probability to increase further. With oil reserve limits to finish not in a too distant future, the concern for the way to find substitution for oil energy is reaching a critical stage. At present, the oil is world's crucial energy source (contributing to around 35% energy) and according to estimates it is likely to continue to lead the energy market share at least up to the end of this decade. However, according to latest World Oil Outlook report, coal may overtake oil, and become the world's top fuel type contribution for energy, by the year 2035. (See Table 3 
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Coal energy is unpopular and its concerns are widespread due to high environmental pollution. Yet, the research on this field has, however, never stopped. Having a clean energy has become the topic of main debates in main capitals of world. According to a recent report in the USA, the Ohio State University scientists, after 15 years of research, have discovered a process that eliminates the coal pollution by 99 percent (source). This new technique takes the energy from coal but without burning it --and eliminates practically all of the pollution. 29 This discovery and others concerning pollution-free energy (such as biofuels) brings hope for the clean surroundings for future generations, reduces our anxiety regarding global warming.
OPEC'S role in oil prices and its limits
The Organization of the Petroleum Exporting Countries (or OPEC as it is commonly known), is created in 1960 with the aim of securing supply of oil to consumers, and later acquired a say in pricing. Its twelve members 30 (eight of which are in the list of top ten richest countries with oil reserves), are from three different regions: Middle East, Africa and South America. According to latest estimates, the OPEC nations make up 73.55% of world total reserves of oil, 31 and during 2012 contributed with 42.38 % from the total world oil production. 32 Since the organization is richest in oil reserves and makes up the bulk of world oil production, an inevitable question that arises is, can they actually play a major role in controlling the oil prices?
History has indeed shown that OPEC has rarely been successful at controlling oil prices. One of the main objectives of the OPEC is a mechanism to oblige members on quotas. The only such mechanism in this organization is Saudi Arabia that has spare capacity and therefore the power to manage the crises, but not the OPEC as a whole. Powerful 29 FoxNews, (February 20, 2013 
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countries such the United States rely on Saudi Arabia not only as a source of oil supply 33 but also to counter pressures within the OPEC regarding higher prices. 34 Oil often found itself to be a key political instrument enabling powers to drive their political and/or economic agenda, critically effecting oil flow and/or oil price. Recently, the USA tightened sanctions against Iran, that mainly meant Tehran's ability to sell oil, then in turn asked directly Saudi Arabia, not OPEC, to increase production and ensure that the oil price did not skyrocket. The kingdom agreed to Washington request and consequently prices remained relatively stable. 35 It is therefore fair to say that the main player, within the most powerful oil organization, is the kingdom of Saudi Arabia, but to what extent can the kingdom (or OPEC as a whole) affect the oil price from rising? There were several attempts to control oil prices during the last two decades but the results were not satisfactory. For instance, at the beginning of the last decade OPEC had a policy of keeping within $22 and $28 per barrel, and intervening if price went lower than $22 per barrel by reducing the production, and opposite reaction (reduces the production) if the price went above $28 per barrel. 36 Although in reality this theory looks implementable, the OPEC did not succeed to maintain this price range plan as price of oil skyrocketed during the period between 2002 and 2008. 37 The latest development in world economic and political arena made OPEC uncertain on how to intervene to stabilize the oil prices. Today the OPEC cannot control the oil price because the production is often at the maximum capacity. In other words, once the Saudi Arabian oil production is at maximum scale, there is no other mechanism at disposal (within the OPEC) to stop the oil price going up.
Potential of Venezuela in oil market should not be overlooked. Even though it has the highest oil reserves, Venezuela still requires wise investment in political sector (to develop internal political stability) and financial injections in oil wells in order to become a significant and 
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influential player in the oil market map. Once the country reaches the production capacity in line with its potential, then very likely the world powers may change the course of action towards Venezuela's regime overlooking certain western promoted democratic criteria for the elections and administration, just as happens with other big oil producing nations.
Another important concern is price raise forecast. Therefore, along with uncertainty to stabilize the oil prices, comes the uncertainty in predicting when the oil price will go up. In the past, the experts in the field of oil price volatility were, to certain extent, making the right calculations regarding estimation when the price of oil is going to go high or low. However, as Salvatore Carollo, the author of the book "Understanding Oil Prices: A Guide to What Drives the Price of Oil in Today's Markets," notes, the times have changed and it is becoming extremely challenging to know when the oil price changes are going to occur and how they will be shaped. He explains his line of thinking when he says:
"Since the end of 1998 analysts, oil companies and producing countries have mistaken every forecast of the price of oil, clearly showing not only that they no longer control the fundamental market mechanisms, but that they are not even able to comprehend its real dynamics…" 38 As the need for the oil and energy is increasing, from one year to another, the world is anxious about the nature of uncertainties regarding oil price developments. With unreliable oil price forecast, and moreover OPEC's inability to decrease potential oil price rise, the world is faced with simple dilemma, how to cope with further oil price increases especially if the demand grows and production is at highest limit.
A short term solution would perhaps be investing in Venezuela's oil wells, in order to increase capacity of production, in line with its topranking oil wealth reserves status. This could be achieved if world economic growth concerns precede political interest of influential countries and their respective corporations. However, with current increase in demand for oil, (whose reserves are forecasted to running out in a few more decades) investing in reliable alternative energy research is no longer a wish but a must. 
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Finally, unlike oil energy and the related grave concern about greenhouse emissions (especially carbon dioxide from fossil fuels), the future reliable alternative energy inventions must be environmentally friendly so future generations can, at least, breathe cleaner air. Therefore, reducing global oil dependency, focusing on climate change issues, and investing in climate friendly sources is the principal imperative of the twenty-first century. Reaching these objectives may take time, but we are likely to be rewarded.
Conclusion
This study addresses the interplay among three segments in the context of the world oil industry -high price volatility, economic challenges, as well as supply and demand equilibrium, vis-à-vis human welfare, national economic security and the necessity for clean energy inventions. This study established that examining the effects of high oil prices and understanding the responsibility it has in determining the outcome in global economy, is imperative in today's challenging and volatile oil market.
The rising oil prices have, however, both direct and indirect effect on citizens' income. The citizens are challenged not only with direct increases of the cost of oil products they use, but also with the indirect consequent rise of prices of other products they consume. The major concern in this regard is how can volatile oil prices be anticipated and studied in order to reduce the potential of negative consequences. Unlike in the past, where rate of prediction was higher, today there are no mechanisms to control or predict oil prices, despite enormous efforts and resources allocated in this direction.
The chain effect of oil price volatility for the world economy is indisputable as trends in oil supply and demand market have consequences not only for oil importing nations but also for the oil exporting economies, effectively resulting in increase of oil extraction cost. This, in turn, makes it almost impossible for the reverse of oil prices to the previous state.
An important lesson learned is that international players no longer can have a constructive effect on the stabilization of the oil price. With the emerging economies at full steam, the demand for oil is increasing rapidly often touching maximum production capacity limits. In the circumstances when the oil production is at maximum, matching the oil demand, then 
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there is no effective mechanism to productively adjust or stabilize the oil price. In the past, Saudi Arabia was often asked to increase production in order to cover shortages in international oil market, effectively stabilizing the global oil price.
The world main capitals, nowadays, continue with the debates on what can the global big players (the OPEC and other rich oil nations) do to minimize the unpredictable challenges that are to be encountered. At current stage, there is still no solution in the foresight, yet still attempts should be made. In parallel, the world international actors should also commit more efforts and resources to find ways in reducing oil dependency.
Due to limited oil reserves and the growing global concern about greenhouse emissions scientist must, indeed, double their efforts to invent and discover clean energy sources. The future focus on the new inventions should be, after all, creative and all encompassing. With global environmental concerns increasing and moreover with the oil reserves lasting a few more decades, reducing oil dependency is not any longer an alternative, but a necessity.
